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Abstract 
This study aims to investigate the determinants of Portuguese SMEs capital structure and to examine the effects of 
the 2008 financial crisis on Portuguese SMEs capital structure. The sample used considers the period 2007-2010, 
resulting in 12,857 Portuguese SMEs. Results suggest that liquidity, asset structure and profitability are the most 
important determinants explaining the capital structure of Portuguese SMEs. We report a downward tendency on 
companies’ debt ratios levels during the financial crisis.  
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1. Introduction 
The Portuguese economy is expected to increase the competitiveness of companies in order to raise 
exportations, generate jobs and consequently reduce its budget deficit. Therefore, it is essential to have a 
long-term plan to give the best possible answer to the recent economic and social challenges. The most 
recent statistics from INE (2008) and IAPMEI (2008) state that according to the new thresholds adopted 
by the European community to suit different categories of SME, there were 349,756 Portuguese SMEs. 
Those SMEs represented about 99% of all Portuguese enterprises and provided around 72% of all 
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employment. The statistics from Portugal are in line with those from other European countries; however, 
regarding employment, the Portuguese SMEs play a more important role by providing around 73% of all 
jobs, more 5 pp than in Europe (Eurostat, 2010). According to Holmes and Kent (1991) and Pontes and 
Laureano (2012), SMEs are characterized by being more averse to risk when borrowing money from 
outside financers, as most of the times the managers are also the businesses’ owners and the risk is not 
shared by multiple investors. In line with ENSR Survey (2002), following the lack of skilled labor, 13% 
of the European SMEs consider access to finance as the major constraint on their business performance. 
Particularly, the access of SMEs to the capital market is limited, and since many entrepreneurs cannot 
finance their business only with equity, bank credit becomes the most recurrent form of financing. 
 Concerning the SMEs’ capital structure, INE (2008) states that debt constituted the main source of 
Portuguese SMEs financing, representing 72% of the whole investment, being segregated according to its 
maturity. Hence, the short-term debt represented 56% while the long-term debt represented only 16%. 
Such statistics are in accordance with EU Commission (2003) which states that due to liquidity 
limitations, many SMEs are not able to pay their suppliers before they get paid by their customers, so the 
importance of short-term financial debt is usually higher for SMEs than for large companies. 
According to Kenc and Dibooglu (2010), the financial crisis that hit Europe in 2007/2008, resulted 
from the undercapitalization of the banking sector due to the poor risk management practices and untidy 
financial regulations and supervisions by banks, while giving credit to the families and companies. 
Moreover, Atici and Gursoy (2011) argue that the financial crisis has deepened, and widened in 
September 2008, by the bankruptcy of Lehman Brothers Bank in USA. Still according to Atici and 
Gursoy (2011), the liquidity shortage and trust erosion among banks blocked interbank transactions, 
which aggravated the companies’ difficulty to pay its liabilities being hard for them to access debt from 
outside financers due to the high transactions costs of financing externally.  
Despite the fundamental role that SMEs play in the European and Portuguese economy, this scenario 
of financial crisis increased the number of companies defaulting on their debt, including SMEs (EU 
Commission, 2011). The number of Portuguese enterprises defaulting on their debt has been growing, 
from 1,834 in 2006 to 4,531 in 2011. However, this increase was stronger during and immediately after 
the financial crisis, with a growth rate of 35.1% and 32.1% in 2008 and 2009, respectively, when 
comparing to 12.4% in 2007 or 14% in 2011. 
More recently, statistic from CCP (2012) evidence that after the financial crisis, around 86% of the 
Portuguese SMEs have worse conditions on bank financing, when compared with the previous year. 
About 75% of those companies faced a reduction on the credit conceded by banks, whereas 87% of the 
Portuguese SMEs had their banks requiring more collateral for their credits. Additionally, the Credit 
Market Survey done by BdP in 2010, evidences a strong downward tendency on the credit supply to 
SMEs after the fourth quarter of 2008, which coincides with the bankruptcy of Lehman Brothers Bank 
(BdP, 2010). However, starting in early 2010 this trend reversed and the credit supply to SMEs started to 
increase. Nowadays, under the actual conjecture with high tax rates and high spreads charged by 
government and banks respectively, businesses face additional risk; therefore, managers and shareholders 
from the Portuguese SMEs are very reluctant on the business financing due to the current economic and 
social crisis (Económico, 2012). 
The capital structure problematic started in 1958 with Modigliani and Miller. Since then, the capital 
structure field has attracted many researchers, who started exploring the different theories concerning the 
capital structure choice in the larger companies’ reality, namely the trade-off theory, the pecking order 
theory and the agency costs theory. More recently, the research on the determinants of capital structure 
started including the SMEs. Based on these theories, some empirical studies have been conducted to 
184   Pedro Proença et al. /  Procedia - Social and Behavioral Sciences  150 ( 2014 )  182 – 191 
analyze the determinants of capital structure choice, being the literature very extensive on this field. 
Therefore, we turned the focus of this study to comparative studies conducted with SMEs samples. The 
most important determinants explaining the companies’ capital structure choice suggested by the 
literature are the following: asset structure, non-debt tax shields, size, profitability, growth, liquidity, cash 
flow and industry. More recently, the financial crisis of 2008 started to be an interesting topic of research 
in the capital structure field. Given the importance of SMEs in the Portuguese economy, it is relevant to 
investigate how firms finance their assets and find which determinants affect companies’ capital structure, 
as it can influence the companies’ value and the return to shareholders. Therefore, this paper is expected 
to contribute to the existing literature on capital structure within the reality of Portuguese SMEs in a 
period of financial crisis.  
2. Literature review and hypotheses  
In order to understand capital structure as a whole, this section provides an overview of its meaning 
and reviews the capital structure determinants suggested by previous empirical studies. Additionally, we 
consider the impact of such determinants on short-term debt (STD) and long-term debt (LTD). 
2.1. Capital structure 
Firms have two forms to finance their assets: equity, debt or, more frequently, a combination of both. 
Equity states to the money invested by the shareholders and presents long term financing since it does not 
obligate to an effective repayment. There is an associated return expected by the shareholders for the 
sustained risk, which is dependent on the firm’s profitability. However, if this return dos not meet the 
shareholders expectations the company will not be necessarily in a situation of bankruptcy. On the other 
hand, debt refers to the money invested in the companies by the creditors, which represents an obligation 
and an effective payment, generally associated to an interest rate and maturity date. Moreover, issuing 
debt will consequently raise the risk and the potential return of equity (Esperança and Matias, 2005). 
 Debt can be subdivided in short- and long-term debt according to its maturity. Thus, the short-term 
instruments are more relevant when companies have working capital needs and small equipment 
purchase, while the long-term instruments have more importance when making new investments and 
purchasing new equipment (Esperança and Matias, 2005). The way a company finances its assets through 
some combination of equity and debt, states to its capital structure. Myers, one of the most prestigious 
researchers in the field, assumed “there is no universal theory of the debt-equity choice, and no reason to 
expect one” (Myers, 2001: 81). Therefore, the capital structure choice varies according to several factors, 
such as industry, tax policies, type of asset, costs of financial distress, uncertainty about the future, 
company’s life cycle and borrowing decisions (Mota et al., 2006). In accordance with Borges et al. 
(2007) and Esperança and Matias (2005), the main indicators related to capital structure are the equity 
ratio, debt ratio and solvability. These ratios determine the level of equity and debt while companies 
finance their assets, as well as the ability to pay their debt. 
2.2. Capital structure determinants 
Several empirical studies have been conducted to analyze which factors affect the capital structure of 
companies in general. The factors suggested by the literature are: asset structure, non-debt tax shield 
(NDTS), size, profitability, growth, liquidity, cash flow and industry (e.g. DeAngelo and Masulis, 1980; 
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Jensen, 1986; Titman and Wessels, 1988; Stulz, 1990; Rajan and Zingales, 1995; Ozkan, 2001; Myers, 
2003; Esperança et al., 2003; Vieira and Novo, 2010; Cabaço, 2010). 
Asset structure regards to the segregation of the economic resources owned by a company in tangible 
or intangible. Scott (1977) and Titman and Wessels (1988) propose that firms with tangible assets that can 
be used as collateral in the case of company failure with their debt obligations are expected to issue more 
debt. Thus, for those companies which have higher levels of collateral it is easier to access banking debt 
or other outside financing source. Titman and Wessels (1988) and Harris and Raviv (1990) also state that 
firms with lots of tangible assets will have higher liquidation value and consequently more debt. Giving 
the assets as the collateral for issuing debt, contribute to companies increasing their debt because it 
reduces creditors’ risk in lending money (Veira and Novo, 2010). There seems to be evidence that 
tangible assets have a positive association with LTD (e.g. Michaelas et al., 1999; Hall et al., 2000; and 
Vieira and Novo, 2010). On the other hand, the results shown for STD are contradictory about the 
association of tangible asset with this debt ratio. Some researchers suggest a positive relation (e.g. 
Michaelas et al., 1999; Esperança et al., 2003), while others a negative one (e.g. Hall et al., 2000; Vieira 
and Novo, 2010). However, a recent line of theoretical research, done by Vieira and Novo (2010) 
suggests that SMEs in Portugal with higher portions of tangible assets tend to have lower levels of STD.  
In accordance with DeAngelo and Masulis (1980), the tax deductibility of interest payments may be 
the main benefit of debt; however, the determination of the optimal level of debt would is influenced by 
the existence of other NDTS such as depreciation, provision, allowances for doubtful accounts and others. 
The vast majority of the literature suggests a negative relationship between NDTS and LTD, as well as 
lack of statistical evidence when concerning STD (e.g. Michaelas et al., 1999; Esperança et al., 2003; 
Mira and Garcia, 2003). However, Vieira and Novo (2010) contradicts the vast literature by suggesting a 
positive association between NDTS and LTD and a negative relation between NDTS and STD.  
The size of companies is another feature that may influence the companies’ capital structure. 
According to Titman and Wessels (1988), size of companies is positively related to debt. Since then, 
extensive research work has been developed over this topic and the consensus is that SMEs are expected 
to show a positive relationship between size and LTD, but a negative one with STD (e.g. Michaelas et al., 
1999; Hall et al., 2000; Esperança et al., 2003; Vieira and Novo, 2010). Warner (1977) said that a large 
company has lower transactions costs of financing externally than a small company, making it harder for 
the small companies to access debt and keeping them away from outside financing. In general, large 
companies follow a strategy of diversified business, enabling them to have stable earnings reducing the 
risk of bankruptcy and contributing to meet their debt obligations (Warner, 1977; Marsh, 1982). 
Moreover, SMEs are averse to risk because they are less leveraged and prefer to use more self-financing 
(Gallo and Vilaseca, 1996). 
Profitability is directly related to the pecking order theory which predicts a hierarchical order for 
companies financing decision: first internally with generated funds, then externally by issuing debt, and 
as a last option with issuing new equity Myers (1984). Thus, this theory does not go along with the 
Modigliani and Miller’s (1958) prediction, since under the pecking order theory, companies do not take 
advantage of the debt tax shields benefits as they prefer to finance internally rather than externally due to 
higher risk faced by external financing costs (Fama and French, 1988). Moreover, in small companies the 
risk is not shared by multiple investors, and managers will be more averse to take risk through borrowing 
money from outside financers (Holmes and Kent, 1991). The results obtained by the vast majority of 
researchers in the SMEs field are consistent and show a negative relationship between profitability and 
debt ratios (e.g. Michaelas et al., 1999; Hall et al., 2000; Esperança et al., 2003; Mira and Garcia, 2003; 
Cabaço, 2010; Vieira and Novo, 2010). 
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Growth refers to an indicator that measures the growth of an investment or project, leading to a profit 
(e.g. sales growth, asset growth, EBIT growth). Such indicator, represent a good tool for investors, 
creditors and shareholders to evaluate the company’s health. Concerning this attribute, prior studies are 
controversial and there is no consensus in the relationship between growth and debt ratios. According to 
Ross (1977), the expected relationship between growth and debt is positive as high growth will signal 
creditors that the company is not going to default and they recognize it by giving them favorable terms of 
credit. Furthermore, Jensen (1986) and Stulz (1990) state that the problem of overinvestment (disciplining 
managers’ behavior) and the recognition of companies’ growth by the creditors, granting credit easier, are 
the causes of a positive relationship between growth and debt showed by prior empirical studies. On the 
other hand, Hovakimian et al. (2001) assume that growth is negatively related to debt, as companies like 
to finance growth through retained profits over debt, being the problem of underinvestment pointed as the 
reason (Raja and Zingales, 1995; Fama and French, 2002). Moreover, Myers (1977) says that investment 
in growth will increase the agency costs of debt and it this could lead to less borrowing of money outside 
and consequently to a negative relationship between growth and debt. Small firms will be more averse to 
take risk through borrowing money from outside financers as the risk is not shared by multiple investors 
as it happens in a large company and consequently, would like to finance growth internally with 
generated funds (Holmes and Kent, 1991). Although the literature does not present a consensus 
concerning the relationship between this attribute and debt, in a recent past, many researchers suggest a 
positive relationship between growth and debt ratios. (e.g. Michaelas et al., 1999; Hall et al., 2000; 
Esperança et al., 2003; Mira and Garcia, 2003; Cabaço, 2010). 
The liquidity ratio is a financial ratio that measures the company's ability to meet its short-term 
liabilities and is therefore a test of short-term solvency. The research evidence suggests that liquidity has 
a negative impact on debt ratios as firms with higher liquidity ratios would use them to finance their 
investments (Ozkan, 2001). Furthermore, the Portuguese SMEs are characterized by using more STD 
than LTD in order to face their working capital needs, which means that lower liquidity ratios will 
consequently indicate a higher dependence on STD for companies to meet their present obligations (EU 
Commission, 2003). On the other hand, in accordance with CBF (2012) the first cause of businesses to 
default on its debts is the lack of liquidity (no cash), so lower liquidity ratios may be perceived by the 
outside creditors as such company is more likely to default. At the same time, Laureano et al. (2012) 
found that firms with high liquidity ratios would have a preference to issue LTD instead of STD. 
The conflict between managers and shareholders gets worse when companies generate relevant free 
cash flow. Jensen (1986) and Stulz (1990) indicate that companies with high cash flows tend to issue 
more debt in order to discipline and motivate the managers to work harder and to take the right 
investment decisions instead of wasting those cash flows in projects at below the cost of capital. More 
recently, Mira and Garcia (2003) studying the SMEs in Spain found a negative relationship between cash 
flow and debt as companies have a preference for financing their investments with internal generated 
funds instead of accessing externally debt.  Moreover, Poza and Kishida (2004) and Russo (2005) 
argument that agency problems between shareholders and managers tend to be insignificant in SMEs 
because the managers are the companies’ owners most of the times. 
2.3. Hypotheses  
In accordance with the literature about the capital structure determinants the following hypotheses of 
investigation are formulated: 
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H1.a: asset structure is positively related to LTD H1.b: asset structure is negatively related to STD 
H2.a: NDTS are positively related to LTD H2.b: NDTS are negatively related on STD 
H3.a: size is positively related to LTD H3.b: size is negatively related to STD 
H4.a: profitability is negatively related to LTD H4.b: profitability is negatively related to STD 
H5.a: growth is positively related to LTD H5.b: growth is positively related to STD 
H6.a: liquidity is positively related to LTD H6.b: liquidity is negatively related to STD 
H7.a: cash flow is negatively related to LTD H7.b: cash flow is negatively related to STD 
  
Given the current economic and social crisis experienced in Portugal in recent years and considering 
that SMEs are the engine of its economy, arises the interest of knowing what was the impact of financial 
crisis on SMEs’ capital structure. Thus, the following research question is formulated:  
RQ: Has the financial crisis any influence on the capital structure of Portuguese SMEs? 
3. Methodology 
This work assumes the positivist paradigm of research since it searches for describing certain 
phenomena, while keeping the independency of the researchers and it applies quantitative tools, adapting 
to social sciences methods used in exact sciences, in order to find causality relationships (Davila and 
Oyon, 2008). Consequently, this section provides a full description of the sample and the variables which 
have been used to conduct this empirical study. 
The sample used was taken from the “Amadeus” database website (https://amadeus.bvdinfo.com) and 
contains the detailed financial information, namely balance sheet and income statement accounts, 
financial ratios and some descriptive information of Portuguese SMEs. Initially, a sample with 29,778 
companies satisfying data requirements was reached, which was reduced after making some adjustments 
and eliminating outliers. As verified in studies of Mira and Garcia (2003), Esperança et al. (2003) and 
Laureano et al. (2012), companies which were technically bankrupt by exhibiting a negative equity and 
companies showing inconsistent values or missing information were removed from the sample. The final 
sample includes financial information of 12,857 Portuguese SMEs for the period 2007-2010 and covers 
all industries according to the criteria of economic activities from the European Union (NACE code). 
In this study the three dependent variables used to measure the financial debt, i.e., the capital structure, 
are the total debt to assets (TD - ratio of total liabilities to total assets) and its ratios decomposed 
according to their maturity as short-term debt (STD - ratio of current liabilities to total assets) and long-
term debt (LTD - ratio non-current liabilities to total assets). Therefore, STD is related to the current 
liabilities, which usually include credit cards, bank overdrafts, lines of credit and liabilities to suppliers. 
On the other hand, LTD is related to non-current liabilities such as long-term bank loans and other long-
term liabilities as hire purchase or leasing. (Michaelas et al., 1999; Hall et al., 2000; Mira and Garcia, 
2003; Esperança et al., 2003; Cabaço, 2010; Vieira and Novo, 2010). As capital structure determinants 
we use: asset structure (ASST - ratio of tangible fixed assets to total assets), non-debt tax shields (NTDS - 
ratio of depreciations to total assets), size (SIZ - natural logarithm of total assets), return-on-assets (ROA 
- ratio of net income to total assets), growth opportunities (GROW - ratio of the change in sales to sales of 
the previous period), liquidity (LIQ - ratio of current assets to current liabilities), cash flow (CF - 
standardized cash flow), legal form (LGFM - dummy variable equal to 1 if Corporation or 0 if Limited 
Liability Partnerships), size according to the new thresholds of EU by suiting different categories of SME 
(size EU dummy) and a crisis period dummy (2007/2008=Yes).  
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4. Results 
Table 1 provides the evolution of the average debt ratios over the period of analysis 2007 – 2010. As 
such, it can be observed a substantial decrease in the STD ratio contrasting with the little upward 
tendency showed by LTD ratio over the referenced period. The total debt ratio shows a downward 
tendency which may reflect the added difficulties faced by the SMEs in accessing debt over this period of 
financial crisis. When comparing the STD with LTD we find that the STD ratio represents a higher 
portion of the whole debt (average value about 49%) than the LTD ratio (average value around 17%), 
which suggests a preference of SMEs for short-term concerning the debt maturity. 
 
Table 1: SMEs’ Capital Structure - Average Debt Ratios, 2007 - 2010 
  
Variable 2007 2008 2009 2010 2007-2010 
STD 52% 50% 48% 47% 49% 
LTD 17% 18% 19% 17% 17% 
TD 69% 68% 67% 64% 67% 
 
In order to investigate which determinants explain the Portuguese SMEs’ capital structure and exploit 
the impact of the financial crisis on capital structure, we use the OLS regression model for each debt 
ratios. The results are showed in Table 2. Concerning the adjusted R squared (R2), the developed models 
explain 66% of the STD variance (the model with higher explanatory power and above the threshold of 
50%), 27% of the LTD variance and 35% of TD variance. Despite the weaker explanatory power of the 
last two models, these results are in line with those obtained by Hall et al. (2000), Esperança et al. (2003) 
and Cabaço (2010).  
The results show a positive relationship between asset structure and LTD and confirm that firms with 
higher levels of tangible assets are expected to issue more long-term debt as tangible assets can be used as 
collateral. Such results can be interpreted within the trade-off theory and support Titman and Wessels 
(1988) and Scott (1977) argument that firms with assets that can be used as collateral in the case of 
company failure with their debt obligations are expected to issue more debt. On the other hand, we found 
a negative association between asset structure and STD, which indicate that companies with higher levels 
of tangible assets have less need to access STD, in order to meet their obligations. Moreover, this 
negative association also suggests that companies tend to use current assets as collateral for STD as it can 
be converted in cash easily. Overall, the results obtained for STD and LTD are in line with those found by 
Hall et al. (2000) and Vieira and Novo (2010). Therefore, we accept the hypotheses H1.a and H1.b. 
Concerning the NDTS, the results are in line with those expected as we found a negative relationship 
between NDTS and LTD, just as Michaelas et al. (1999), Esperança et al. (2003) and Mira and Garcia 
(2003). However, the estimates obtained give weak support to the theory which predicts that companies 
with more NDTS tend to have lower ratios of LTD. In terms of STD, the results found suggest a positive 
association between NDTS and STD, which are contrary to the results reached by Vieira and Novo 
(2010). Thus, the results do not corroborate the hypotheses H2.a and H2.b. 
The results suggest a negative and positive association between size and STD and LTD respectively. 
Therefore, these results are consistent with those found by Michaelas et al. (1999), Hall et al. (2000), 
Esperança et al. (2003) and Vieira and Novo (2010), and support the size theory introduced by Warner 
(1977), which states that large companies have lower transactions costs of financing externally than a 
small company, making it easier for the large companies to access debt externally. The negative 
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relationship between size and STD provides evidence of the difficulties faced by smaller firms when 
accessing long-term debt which results in a preference for short-term. Such results provide strong support 
to hypotheses H3.a and H3.b. 
 
Table 2: Regression Results – Determinants of SMEs’ Capital Structure 
  
Variable STD LTD TD 
ASST  -0.574 (-187.08***) 0.457 (101.41***) -0.201 (-47.11***) 
NDTS  0.007 (2.24*) -0.032 (-6.65***) -0.022 (-4.90***) 
ROA  -0.061 (-18.68***) -0.190 (-40.05***) -0.247 (-55.06***) 
SIZ  -0.092 (-25.03***) 0.121 (22.45***) 0.013 (2.61**) 
GROW  0.041 (15.35***) 0.064 (16.60***) 0.106 (28.87***) 
LIQ  -0.772 (-276.52***) 0.368 (89.81***) -0.503 (-129.93***) 
CF  -0.010 (-2.71**) -0.024 (-4.51***) -0.034 (-6.69***) 
Size EU  (Small=Yes)  0.026 (8.03***) -0.018 (-3.76***) 0.012 (2.61**) 
Size EU (Medium=Yes)  0.037 (10.46***) -0.036 (-6.97***) 0.007 (1.33) 
LGFM (Corporation=Yes)  -0.049 (-17.03***) -0.029 (-6.85***) -0.081 (-20.43***) 
Crisis (2007/2008=Yes)  0.031 (11.92***) 0.012 (3.13**) 0.046 (12.62***) 
Adjusted R squared (F-statistics(11;51416)) 66.1% (9,1091.1***) 27.0% (1,732.9***) 34.7% (2,489.7***) 
Durbin Watson 1.964 1.975 1.943 
Std. Error of the Estimate 11.880 14.981 14.928 
Table shows standardized regression coefficients (β). t-statistics are in parentheses.  
(***) significant at the 0.1% level; (**) significant at the 1% level; (*) significant at the 5% level; (+) significant at the 10% level. 
 
The significant negative relationship between debt ratios and profitability confirm the pecking order 
prediction proposed by Myers (1984) that companies have a hierarchical order for their financing 
decision. These results suggest that small companies prefer to finance their investments internally rather 
than externally due to higher risk of financing externally as argued by Fama and French (1988). These 
results provide enough support to confirm the hypotheses H4.a and H4.b, which are in line with the vast 
majority of studies (e.g. Michaelas et al., 1999; Hall et al., 2000; Esperança et al.,2003; Mira and Garcia, 
2003; Cabaço, 2010; Vieira and Novo, 2010). Moreover, the results also show a preference of short-term 
debt rather than long-term debt as the effect of profitability on LTD is bigger than on STD which is in 
line with the results obtained by Michaelas et al. (1999).  
In this study, the variable GROW showed a positive sign in the relation with the debt ratios. Although 
there is no consensus in the relationship between growth and debt ratios, the results obtained in this study 
are in line with prior studies done by Michaelas et al. (1999), Hall et al. (2000), Esperança et al. (2003), 
Mira and Garcia (2003) and Cabaço (2010), which support the Ross (1977) argument previously stated. 
Therefore, the obtained results confirm the hypotheses H5.a and H5.b. 
The results found show a strong relationship between the debt ratios and liquidity. However, the 
results evidence a negative relation between liquidity and short-term debt and conversely a positive 
relation between liquidity and long-term debt. These results are in line with Laureano et al. (2012), who 
claimed that firms with high liquidity ratios would have a preference to issue LTD instead of STD. The 
negative relationship between liquidity and STD reveals that Portuguese SMEs with high liquidity tend to 
hold more STD. Therefore, the results obtained allow us to accept the hypotheses H6.a and H6.b. 
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Regarding to the cash-flow, a negative relationship between this variable and the debt ratios was 
found. Thus, these results are in line with Mira and Garcia (2003), who stated that in accordance with 
pecking order theory, companies with higher generated funds have a preference for financing its 
investments with those internal generated funds instead of accessing externally. The results do confirm 
the hypotheses H7.a and H7.b.  
The variable crisis shows a positive relation with the debt ratios, which means that after the financial 
crisis companies tend to reduce their debt levels. These results can be explained by the reduction of credit 
supply to Portuguese SMEs after the fourth quarter of 2008 and by the increasing difficulties of SMEs in 
accessing credit after the financial crisis with higher spreads charged by banks. These results are 
consistent with those obtained by Laureano et al. (2012). In accordance with these results we found an 
impact of the financial crisis on the debt ratios, namely in what concerns to STD. 
5. Conclusions and implications 
This work proposes to investigate the determinants of the capital structure of the Portuguese SMEs. 
Based on a sample of 12,857 for the period 2007-2010, the results indicate that liquidity, asset structure 
and profitability are the most important determinants affecting companies’ capital structure. The negative 
relationship between the debt ratios and profitability, suggests that Portuguese SMEs have a preference to 
finance their investments internally rather than externally due to the higher risk faced by external 
financing cost which is in line with the pecking order theory. We observe different signs for the relation 
between asset structure and short-term debt (negative) and long-term debt (positive). These findings are 
consistent with the trade-off theory which suggests that companies with higher levels of tangible assets 
are expected to issue more debt, as those tangible assets can be used as collateral in case of failure. Thus, 
the results obtained suggest that the trade-off and pecking order theories play an important role on capital 
structure of SMEs in Portugal. These results are contrary to Vieira and Novo (2010), who state that the 
pecking order theory is clearly the best theory explaining the capital structure of Portuguese SMEs. 
Moreover, we verified a downward trend on Portuguese SMEs debt ratios after the financial crisis period. 
Despite the contribution given by this study to the existing literature, one limitation must be 
referenced. Due to the limitation in the longevity of the sample, the impact of the financial crisis was not 
evident enough as was expected. Thus, future research with additional periods post-crisis should be 
considered. 
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